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PRESIDENT WALKER'S THEORY OF 
DISTRIBUTION. 

It may seem out of place to bring up the theory of 
business profits and the wage-fund so soon after they 
have been discussed in recent numbers of this Quarterly, 
yet this discussion was complete only from one point of 
view. I do not know that President Walker had a defi- 
nite idea in mind when he asked for criticism from Amer- 
ican economists. It might, however, be justly said that 
he was criticised mainly from the traditional standard of 
the older economists. Such a discussion was of great 
interest, as it showed how strong a hold the old formulas 
still have upon many able minds. It should not, how- 
ever, render less interesting an examination of his doc- 
trines by those who are less orthodox in their mode of 
thought, having been largely influenced by German think- 
ers as well as by the writings of American economists, of 
whom President Walker is the best example. 

In advancing a few criticisms, I have no desire to up- 
hold the old theory of wages. I probably see more truth 
in this point of view than Mr. Walker does, since the 
theory seems to me crude and defective rather than false. 
There are also many places in Mill, for example, where 
the meaning is uncertain, and not a few passages and 
words that can be understood in more than one way. 
The writings of Mr. Walker are to me much clearer, yet 
I cannot say that he is entirely free from the defects that 
make many passages in Mill so perplexing to a reader 
who has only the printed book from which to get his 
ideas. My own short experience as a writer has taught 
me how easy it is to leave out some essential feature 
in the thought I desire to convey, and thus leave the 
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reader in doubt or, even worse, lead him astray. I would 
therefore criticise the views of Mr. "Walker, not for the 
purpose of rebutting them, but with the hope that he 
may put them in so clear a light that there can be no 
doubt as to his meaning. My interest in his views is 
not merely that of an individual: as a teacher, I have to 
present views of various writers, and it is not satisfactory 
to present a view of which the teacher has some doubt 
as to the author's meaning. If I could ask a few ques- 
tions which would clear up my doubts as to Mr. "Walker's 
meaning, I would much prefer to do so. I fear, how- 
ever, that mere questions would not reveal the thought 
of the questioner in a way that would allow of an intelli- 
gent answer. It therefore seems advisable to go carefully 
over the essential features of the theories in question, so 
that the import of the questions I would ask may be seen. 
To do this, it will be necessary first to trace in outline 
the development of the existing theories. 

In Mill's theory of distribution, he recognizes but two 
factors, — wages and profits. It is true that he knew of 
rent, and in other places emphasized its importance ; yet 
in distribution he supposes that no rent is paid, and prom- 
ises to show that no error is produced by overlooking it. 
The two shares thus seem to absorb the whole return for 
labor, and what is not wages is profits. Of these two 
shares, the one, wages, is a fixed fund, and the other, 
profits, is the residual claimant. To say that profits is 
the leavings of wages is to assert that the law of wages 
makes it a definite fund, while profits are not fixed by 
any definite laws independent of wages. 

The great progress which Mr. Walker makes consists 
in resolving this indefinite residual share into two definite 
factors, — profits and interest, — which are governed by 
law. They now become fixed funds, the size of which 
can be determined if we possess the requisite knowledge 
of industry and human nature. Profits are shown to be 
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governed by a law similar to that of rent. As rent 
depends upon differences in land, so profits depend upon 
differences in the abilities of employers. Two factors, 
rent and profits, depend upon differences, and do not 
enter the cost of production ; while the other two, inter- 
est and wages, tend to an equality, and determine the 
cost of production. 

We now have clearly presented, for the first time, the 
basis upon which all true theories of distribution must 
rest. The factors in the cost of production are no longer 
regarded as the sole shares in distribution. Rent is not, 
as by Mill, slipped in at the back door, but placed in a 
definite relation to interest and wages, as a type of those 
factors which, depending upon differences, do not enter 
the cost of production. 

Enriched by the positive part of Mr. Walker's contri- 
bution to the theory of distribution, the produce of indus- 
try would be divided into four definite funds. Each share 
could be determined in a positive manner from certain 
industrial relations which fix its amount. It can be 
neither greater nor less than this amount, unless there is 
some change in productive processes or in the industrial 
qualities of the producers. From a study of industrial 
relations, the share of each factor could be determined 
without knowing the amount of the other shares. 

Mr. Walker, however, is not content to leave the the- 
ory of distribution in this shape. He holds that all the 
shares are not funds, but that one of them must be a resid- 
ual claimant which cannot be determined from a direct 
examination of industrial relations. First, the definite 
funds are, one by one, cut off from the whole produce of 
industry, and then the remaining produce goes to the 
residual claimant. He seeks to show that wages are this 
residual share, instead of profits, as is the view of most of 
the previous economists. They enclose wages within 
fixed bounds and give the leavings to profits; while he 
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gives the leavings to wages, having previously cut off for 
each of the other claimants a share determined by certain 
rules obtained from industrial relations. Thus, in making 
one of the factors in distribution a residual claimant, he 
follows the precedent of earlier writers, differing from 
them only as to which of the factors waited until the 
demands of the other factors were satisfied, and then took 
the leavings. 

I would, however, question this residual claimant the- 
ory as being the best mode of solving the problems of dis- 
tribution. It is a tenable position that neither profits nor 
wages is so undetermined that its share is the mere leav- 
ings of what its rivals cannot secure for themselves. 
Doubtless, the believers in the old wage-fund theory had 
too simple a manner of determining wages ; yet, in spite 
of all this, it may be that there is some law of wages 
which would not permit its becoming an especial claimant 
for any remainder that was left after the definite shares 
were cut off. The laws controlling profits, rent and in- 
terest are now too well known to make it necessary to 
examine closely into their claims for the surplus produce 
which the industrial laws determining their shares would 
not give to them. The only question can be about the 
claims of the laborers to this surplus. In discussing this 
problem, it is difficult to separate the general problem of 
a wage-fund from the particular problem of how this fund 
is determined. It is hard to enter an arena where the line 
of battle is definitely drawn, and draw a new line which 
will run through both camps. Yet there is no other 
course for one to pursue who thinks that wages are a fund, 
and still doubts the truth of the traditional rules by which 
it is determined. Something more than the number of 
the laborers must be known of them to fix their wages ; 
yet, if that something be definite, there is a law of wages 
no less than of the other factors. 

In discussing the defmiteness of the share of each factor, 
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there should also be a sharp distinction drawn between a 
static and a dynamic state of society. The advocates of 
the wage-fund theory seem to have largely, though not 
clearly, a static state in mind, while their opponents em- 
phasize largely, if not wholly, a dynamic state. I can 
find in Mr. Walker's works no discussion of a static state. 
Whether he overlooks or underestimates the importance 
of this phase of the discussion is uncertain ; yet, evidently, 
no discussion is complete until it is considered. He be- 
gins his discussion with the supposition that the produc- 
tive power of the community be increased by ten per cent. 
This is a legitimate method to determine certain problems 
of distribution, yet they are only the problems of a 
dynamic state. Other important problems — those of a 
static state — are thus left undetermined. Even allow- 
ing that all the increase in the produce of industry due 
to improvements passes into the hands of the laborers, 
still, if no improvements were made, it might be that 
wages are a fund with definite limits. 

I do not see how there can be any residual share in a 
static state. Society will not cease to be dynamic until 
some limit is reached, fixing each of the shares. It does 
not follow, because their number is not all the knowledge 
of the laborers that we need to determine their share 
in distribution, that there are not other qualities fixed and 
tangible from which the desired information could be 
obtained. At least, it is possible to say that certain qual- 
ities do not affect the wage-fund. Take, for example, the 
power of organization, or of strikes, to raise wages. Mr. 
Walker tells us that, if a workman does not pursue his 
interest, he loses his interest, and is very earnest in the 
belief that wages can be increased by a watchful care on 
the part of the workmen that no unjust advantage is 
taken of them. Yet I do not see how the power of or- 
ganization alone can assist them in a static state. And 
on this point I cannot reconcile the well-known views of 
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Mr. Walker with his theory of distribution. If the work- 
men organize to increase their wages, from what are the 
increased wages to come, — from rent, interest, or profits ? 
It cannot come from rent, since there is no change in the 
demand for food which would allow some of the poorest 
land to go out of cultivation. Neither will the demand 
for capital be less, so as to admit of a fall in the rate of 
interest. Nor do I see how the number of the employers 
would be reduced, through which alone a fall in profits 
becomes possible. 

On the other hand, if the workmen fail to organize, how 
can their wages be lowered ? If wages fall, some of the 
other factors in distribution must get more. And who 
can this fortunate factor be who will benefit by the fall in 
wages ? Can the landlord get more rent, with no increase 
in the demand for food ? And in what way can the capi- 
talists or employers gain by the loss of the workmen, 
when the quantity of capital and the number of employers 
would not be increased? At least, it would seem that 
these factors could not gain by a fall in wages, any more 
than they could gain by an increase in the productive 
power of the laborers. Mr. Walker shows very clearly 
that none of these factors could retain a part of the in- 
creased produce due to a greater efficiency of the laborers. 
Does not the same reasoning show that they could not 
gain from a reduction of wages? In short, I fail to see 
any connection between the wages of the workmen and 
their power or willingness to organize for self-protection. 
The share of each of the other factors is fixed by positive 
reasons depending upon industrial conditions, which an 
organization of the laborers, merely for higher wages, can- 
not affect. So long as the product of industry and the 
shares of the other factors are fixed, it is not possible for 
wages to vary. Any cause influencing wages must at the 
same time act upon at least one of the other factors in 
distribution. This law must hold in a static state of so- 
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ciety, even if it has to be modified to meet the more com- 
plicated conditions of a dynamic state. If the workmen 
are dissatisfied, they can obtain an increase in wages only 
by improving production. They cannot influence the 
distribution of present production except through some 
change in its amount. 

If we accept this reasoning, wages, in a static state, is 
a limited fund and on the same footing with the other 
factors. Each share can be discovered by examining into 
the positive conditions by which it is limited. It can 
thus be cut off in any order, since its amount is inde- 
pendent of the size of the other shares. Wages are not 
high merely because interest is low, but for positive 
reasons connected with the habits, mode of living, and 
efficiency of the laboring classes. And interest is high, 
not because wages are low, but because people dislike the 
act of saving. Profits are high, if the differences between 
employers are great, for the same reason that rent is high 
when poor land is cultivated. Wages cannot be a resid- 
ual claimant, since the standard of life of the laboring 
people fixes their return as definitely as the willingness 
to save and wait for increased returns controls the rate 
of interest. There can be no residual claimant in a static 
state, because all the opportunities to labor from which 
the workmen can get a return equal to his standard of 
life will be utilized. No more capital can be used or land 
cultivated until the efficiency of industry has been in 
some way enlarged. The standard of life among the 
workmen using the least productive instruments is always 
high enough to leave no residual to be claimed by any 
one, and the surplus of the more efficient instrument goes 
to rent or profits. 

The efficiency of the laborers is the effect, not the 
cause, of the standard of life. Men become efficient be- 
cause they want more than their present labor can supply. 
Some modification in the environment reduces the old 
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pleasures or adds some new ones ; and, from this change, 
a feeling of discontent arises, leading to an increase of 
efficiency. Put a man in a mental state where he needs 
a greater variety in consumption to make life endurable, 
and the desire to be more efficient becomes irresistible, 
and forces enough changes in his habits and diet to en- 
able him to supply his new wants. There is therefore 
no reason to look for a residual, if production has been 
increased through a greater efficiency of the workmen. 
In reality, there was a deficit in their accounts after their 
wants were satisfied, which could not be liquidated until 
they became more efficient. This greater deficiency, 
merely balances their accounts, but leaves no surplus 
as a residual. 

In passing from a static to a dynamic state of society, 
a new difficulty presents itself in seeking to obtain a clear 
view of Mr. Walker's position. There are many ways in 
which this difficulty appears, as it crops out in some form 
in almost every portion of the discussion. I do not, how- 
ever, wish to imply that it is something peculiar to the 
writings of Mr. Walker, since none of his predecessors 
are free from the same source of confusion. I desire 
merely to call attention to an ambiguity in the use of a 
few economic terms, through which one important part of 
economic doctrine has remained without a definite solu- 
tion. Perhaps as good a way as any to bring out the 
ambiguity to which I refer will be by comparing a 
couple of Mr. Walker's definitions of wages. In section 
319 of his Political Economy, he says, "Real wages are 
the remuneration of the laborer as reckoned in the neces- 
sities, comforts, and luxuries of life." In section 326, 
however, he says, " These three shares (rent, interest, 
and profits) being cut off, the product of industry, the 
whole remaining body of wealth, daily or annually cre- 
ated, is the property of the laboring class; their wages 
or the remuneration of their services." In these two defi- 
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nitions, a fundamental distinction is overlooked, which, 
if recognized, would make them contradictory. This dis- 
tinction I tried to make clear in a recent number of this 
Quarterly. I there sought to show that the whole wealth 
of a nation is divided into two classes, which might read- 
ily be distinguished by the terms " product " and " prod- 
uce." These terms have now no distinct meaning, and 
might be placed in contrast in a definite way if a worthy 
end could thereby be secured. Be it as it may, as to 
the desirability of using these terms with a fixed meaning, 
there can be no doubt that they, as now used, include 
two distinct kinds of wealth. Some wealth is in such a 
form that it can be made at the present time a source of 
pleasure ; while other wealth has a value, not as an imme- 
diate source of pleasure, but because it is a necessary 
means of producing wealth that can be enjoyed in the 
future. We all want bread, meat, clothes, and houses 
on their own account, because they are things we desire, 
and without which we cannot be happy and contented. 
Tools, machinery, and factories, however, are not desired 
for the pleasure we can get from them, but because by 
using them we can have, in the future, a greater supply of 
bread, cloth, and houses. Produce is the source of pres- 
ent utilities, while products are the cause of future util- 
ities. As we value present welfare higher than that of 
the future, a day's work in produce like bread or cloth 
has more value than the same quantity of work in prod- 
ucts like ploughs or looms. 

I do not stand alone in emphasizing the importance of 
this distinction. Professor Bohm-Bawerk, in his epoch- 
making work on Capital, makes it the central thought in 
his explanation of interest. He calls the two classes of 
commodities present goods and future goods, and demon- 
strates in the completest way the necessity of this distinc- 
tion to a clear perception of the phenomena of interest. 
The difference in the value of present and future goods 
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is due to the difference of our esteem of present and 
future welfare, and this greater value of present goods is 
the measure of interest. 

This distinction, however, is of equal value in clearing 
up the mysteries of the problems about wages. The first 
question to settle definitely is the meaning conveyed by 
the word " wages." Shall wages be estimated in present 
or future goods, or in both ? If a man works a week for 
ten loaves of bread, five pounds of meat, and a pair of 
socks, a hoe and a spade, what are his wages? If we 
take Mr. Walker's first definition, the hoe and the spade 
are not a part of the wages. They cannot be reckoned 
among either the necessities, comforts, or luxuries of life. 
Yet, according to the second definition, they are wages. 
They are certainly a part of the whole body of wealth of 
the laborer. 

When it is said that wages are paid out of the product 
of industry, is there not an ambiguity in the use of the 
term? Sometimes it seems to be used as an equivalent 
for present goods, — things men can enjoy without wait- 
ing. Again, it is used as including all commodities pro- 
duced in a given period, whether they be present or 
future goods, — ships, engines, looms, as well as food, 
clothing, and fuel. 

Now, it is evidently a very different problem to deter- 
mine how much produce or present goods the laborers 
can get, from what it is to ascertain how much they can 
get out of the whole body of wealth created by the indus- 
try of a given period. Nor is it possible to discuss the 
wages question intelligently until the difference between 
these two problems is clearly seen. The mass of the 
laborers are engaged in the production of future goods. 
How much they could get of these goods is an easy prob- 
lem to solve, but the solution of this problem does not 
tell how great a quantity of present goods they can get 
to consume. If the laborers increase in efficiency, there 



44 QUARTERLY JOURNAL OF ECONOMICS 

is an increase of future goods, but no immediate increase 
of present goods. Suppose a thousand laborers each day 
build a ship. The share of workmen in ships is evident, 
but we do not yet know how much their wages are as 
reckoned in the necessities and comforts and luxuries of 
life. These articles are present goods whose value de- 
pends more largely upon past than upon present produc- 
tion. If these men produce two ships a day, their share 
in ships is doubled; but would any one assert that they 
could always exchange these ships for twice the quantity 
of present goods in the form of food, clothing, and shelter? 

To say that men are paid out of the product of their 
industry does not solve the real wages problem, if " prod- 
uct" is used in a general way, including every com- 
modity upon which labor is employed. We can, indeed, 
determine what percentage of each commodity the laborer 
who made it can obtain. Of ships, ploughs, looms, en- 
gines, and the like, there would be some fixed share to 
which the workmen would be entitled. When, however, 
each workman receives his share in the article he has pro- 
duced, there is yet another step to be taken before the 
value of his product in produce can be determined. His 
wants can be supplied only when he has exchanged his 
products for present means of enjoyment, — such as bread, 
meat, and cloth. The value, therefore, of his personal 
product will be fixed by the produce (present goods) for 
which it will exchange. It is of little moment to him to 
know his day's labor will give him a larger part of a 
ship or a loom, if he can get no more of any of the 
present goods he really needs. 

The efficiency of the workmen has a large direct in- 
fluence upon the quantity of products, but the value of 
these products depends upon other considerations. In- 
crease the ploughs, wagons, looms, and other products 
by ten per cent., and a day's work will purchase ten per 
cent, more of any of these articles. When, however, we 
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compare these products with present goods, to determine 
what will be the value of the former in the latter, it 
will be seen that a day's work will be of no greater 
value in present goods than before. The present goods 
have not increased by ten per cent. As the products 
have increased, it is likely that a year from now there 
will be more consumable goods. By keeping the prod- 
ucts, a part of this subsequent increase of consumable 
goods can be secured by the workman; yet future 
pleasures are not esteemed so highly by him as those 
of the present, Their value will be less by the dif- 
ference between present and future happiness. It is 
wrong, therefore, to say that an increase in the quan- 
tity of products increases their value, so long as the 
present pleasures are chosen in preference to future 
pleasures of the same kind and quantity. 

The point of view I wish to emphasize is now, I hope, 
clear. Products, by themselves, have no value. Their 
value is determined by the quantity of produce or present 
goods for which they will exchange. There is no motive 
inducing men to produce commodities they cannot con- 
sume, except to exchange them for present or future 
utilities ; and the value of all products must be measured 
in utilities of one of these kinds. No one, for example, 
would make a ship or a loom unless he could exchange 
them for goods he can now consume, or by using them he 
could increase the goods he would have for consumption 
in the future. Wages must therefore be estimated in 
consumable goods of some kind. The present quantity 
of such goods is fixed by past production. An increase 
in the quantity of products will not increase their value 
in present goods. Double the quantity of products, and 
the value of each article in present goods will be reduced 
by one-half. It is the same problem that we have with 
an increase of money. Its value will fall with every 
increase of quantity, unless commerce is also increased. 
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Workmen therefore cannot increase the present value of 
their work from this source. 

If an increased quantity of products have to the laborers 
a greater value, it must be that the future utilities they 
•will in time create have a greater present worth. The 
value of the products cannot be more than the present 
worth of the utilities which will be produced by the aid 
of these products. 

It is a mistake to assume that wages depend upon the 
productive power of the laborers. When we know the 
productive power, we can tell how much they can pro- 
duce ; but how much they will produce depends upon the 
intensity of their present desires and their estimate of 
future welfare. If there is no change in either of these 
factors, an increase of productive power will reduce the 
time of working, but will not increase the total produc- 
tion. If men working ten hours a day have their produc- 
tive power increased ten per cent., they will only work 
nine hours in the future if there is no increase in their 
wants. There is at the present time an abundance of 
opportunities to work which are not utilized, merely be- 
cause the pressing wants of the laborers are satisfied, and 
they are not willing to work for the less pressing ones. 
The limit to production is not the lack of productive 
power. We do not need new inventions so much as we 
need new wants that will urge us to action. By this I 
do not mean that men would not work a longer time for 
a greater quantity of present goods. But present goods 
are limited by past production, and cannot be increased 
in a moment. It is the low value of future utilities that 
keeps men from working more ; and, as long as future 
utilities have so low a value, wages cannot increase with 
the increase of productive power unless there has been a 
previous increase of the stock of present goods. 

In short, the wages can come from two sources only, — 
present utilities, or the value of future utilities. One or 
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both of these funds must be increased before wages can 
rise. The mistake of the opponents of the wage-fund 
theory is that they suppose wages vary with the quantity 
of future goods, and not with their value in present 
goods. If the quantity of present goods is limited, 
wages cannot increase unless the value of future goods in 
present goods is increased. It is too much, of course, to 
say that the amount of the wage-fund is determined by 
the quantity of present goods. The missing factor, how- 
ever, is not the productive power of the laborers, but their 
estimate of the comparative value of present and future 
goods. Only as the value of the latter increases can they 
decrease their dependence upon the stock of present goods 
which capitalists possess. Double the quantity of future 
goods without increasing the quantity of present goods, 
and the value of each article in present goods will be 
reduced by one-half. The capitalists who exchange pres- 
ent for future goods will now get the whole gain un- 
less the value of future goods is raised by an increased 
desire for future welfare on the part of some portion of 
the community. 

Coming back to the definition of terms, I doubt whether 
the problems of distribution can be solved in a satisfac- 
tory manner until wages, rent, and profits are estimated 
in present goods only. At the end of each period of pro- 
duction there is a given quantity of present and future 
goods to distribute. The first question is who will take 
the future goods ? If the workmen, employers, and land- 
lords are all as willing to take future as present goods, 
there can be no share for the capitalists. This fourth 
share — interest — comes in because the other three fac- 
tors are not willing to wait. Future goods thus lose 
value in comparison with present goods, and fall into 
the hands of those most willing to wait. Whoever in 
distribution takes future goods, by the very act becomes 
a capitalist. A capitalist has no distinct meaning, unless 
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defined in this way. Future goods are capital in the 
possession of the workmen, just as much as if in the 
hands of persons who live from interest alone. Only a 
few economists, if any, would think of estimating rent or 
profits in any but present goods. If a farmer holds his 
wheat for a rise in value, the gain is regarded as interest, 
not rent. And with an employer, also, if he keeps his 
products for future gain, the extra return would be in- 
terest, not profits. Define wages in the same way, and 
all four factors in distribution have a definite meaning, 
and the laws which determine them can be discovered. 
When, however, wages are defined in terms of " product 
of industry," the laborer's reward for waiting seems to 
be included in wages as well as his reward for working. 
There is thus an element of uncertainty introduced, which 
must obscure all the laws of distribution. 

It does not, therefore, seem out of place to ask Mr 
Walker to define more clearly just what he means by 
wages, and whether "product of industry" is to be used 
as an equivalent for present goods or, in a more general 
way, to include future as well as present goods. As Mr. 
Walker made profits a fixed fund by giving the term a 
clear meaning, so must wages receive a definite meaning 
before its laws can be clearly determined. 

The reaction against the wage-fund theory, in which 
Mr. Walker has taken so prominent a part, forms a dis- 
tinct epoch in the forward movement of economic 
thought, and will make an interesting chapter in eco- 
nomic history. It is due to the student of to-day and of 
the future that the study of this epoch be made as easy 
as possible. We all know how difficult it is to get at the 
real meaning of the defenders of the wage-fund theory. 
It is certainly to be hoped that there will be no need of 
controversy as to the meaning of the opponents of this 
theory. Yet, unless they become more careful in the use 
of their terms, their successors may find their meaning as 
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difficult to ascertain as that of their predecessors now is. 
It is of course hard to foresee the direction in which the 
current of economic thought will tend ; yet some of the 
outlines of a newer movement are now apparent, and 
future progress would be hastened if the past, the pres- 
ent, and the future of economic thought could be brought 
into more harmonious relations. 

Simon N. Patten. 
University of Pennsylvania. 



